University of New Mexico

UNM Digital Repository
NotiSur

Latin America Digital Beat (LADB)

11-4-1993

Chile: Continuing Decline In World Copper Prices
Encourages Government To Consider Private
Investment In State Mines
Erika Harding

Follow this and additional works at: https://digitalrepository.unm.edu/notisur
Recommended Citation
Harding, Erika. "Chile: Continuing Decline In World Copper Prices Encourages Government To Consider Private Investment In State
Mines." (1993). https://digitalrepository.unm.edu/notisur/11244

This Article is brought to you for free and open access by the Latin America Digital Beat (LADB) at UNM Digital Repository. It has been accepted for
inclusion in NotiSur by an authorized administrator of UNM Digital Repository. For more information, please contact amywinter@unm.edu.

LADB Article Id: 057222
ISSN: 1060-4189

Chile: Continuing Decline In World Copper Prices
Encourages Government To Consider Private Investment In
State Mines
by Erika Harding
Category/Department: General
Published: Thursday, November 4, 1993
A sharp drop in world market prices for copper Chile's principal export has thrown the country's
mining sector into crisis. In response, the government is considering legal reforms that would allow
state-operated copper mines to be run as joint ventures with private firms. At the end of October,
copper prices on the Commodity Exchange in New York fell to their lowest levels in more than six
years. On Oct. 20, copper for December delivery closed at 73.15 cents (US$) per pound, representing
an accumulated 15% drop since early September, when prices had reached about 86 cents per
pound. Recession in the advanced industrialized countries substantially depressed industrial
demand for copper this year. That, combined with an increase in world output since 1992, has driven
global copper stocks up to their highest levels in nearly a decade. On Oct. 19, the London Metals
Exchange reported that stockpiles had risen by about 2,500 metric tons to 603,700 MT, representing
almost a 100% increase in stocks over the past two years and the highest reserve levels since 1984.
"We've got a very significant overhang of excess metal on the market," John Gross of the US firm
BICC Cables told The New York Times. "The market will continue to deteriorate, unless something
dramatic happens to increase demand." Indeed, the Chilean Copper Commission (Comision
Chilena del Cobre, COCHILCO) predicts that world prices will probably continue to drop to below
70 cents per pound before year-end, and will not even begin to rebound until 1994, when prices are
expected to climb to between 80 and 85 cents per pound. The price crunch has sharply cut export
income this year, since Chile is the world's largest copper exporter, with copper sales accounting
for about 45% of annual export earnings. The government calculates that for every 1 cent that the
price per pound drops, Chile loses about US$22 million in annual income. In mid-October Treasury
Minister Alejandro Foxley reported that total export income this year is expected to fall by US$900
million compared to 1992. In September before the latest decline in copper prices had begun the
government reported that income would drop by US$800 million in 1993 (see Chronicle 10/14/93).
According to Alejandro Noemi head of the state-run mining corporation CODELCO (Corporacion
del Cobre de Chile) the company expects about US$400 million in before-tax earnings this year,
a 57% drop from the US$930 million that CODELCO earned in 1992. In fact, in late October the
government was forced to dip into the Copper Price Stabilization Fund (Fondo de Estabilizacion del
Precio de Cobre) for the first time since the Fund's formation in 1987. The government withdrew
US$30 million from the Fund, which has US$779 million in accumulated reserves to be used in
times of crisis to compensate for the loss of copper revenue. Officials estimate that next year the
government will be forced to withdraw another US$80 million from the Fund. Given the dismal
outlook for copper, Treasury Minister Foxley and other cabinet officials are lobbying for legal
reforms to allow CODELCO to convert government-run mines and planned CODELCO mining
projects into joint ventures with private firms. CODELCO presently runs four huge copper mines-Chuquicamata, El Teniente, El Salvador, and Andina which together account for between 55%
and 58% of national copper production. But lack of funds has stalled government plans to begin
mining operations in three huge copper deposits Radomiro Tomic, Mansa Mina, and Andina which
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together require about US$950 million in investments to get the projects running. As a result,
Foxley, CODELCO-head Noemi, and Economy Minister Jorge Marshall advocate opening those
three projects to participation by foreign private investors. The government has sold exploration
and exploitation rights to huge mineral deposits around the country, with privately run mines
accounting for a little more than 40% of copper output. But national laws prohibit any direct private
sector investment in CODELCO-run mines, and thus even partial privatization of CODELCO's
present or planned operations would require legal reforms. "My personal belief is that if the state
doesn't have the development money right now, and if the money needed for these projects is not
forthcoming in the foreseeable future, then the state only stands to lose in the present situation,"
said Noemi. "We all stand to lose if we do not look for an alternative that allows us to open up those
sites to private sector associates." In early October, these pressures did lead to CODELCO's first
joint venture with private firms. Earlier this year, the executive had obtained legislative backing
to sell off a majority stake in the huge El Abra copper mine to private bidders as a pilot project
to pave the way for more joint ventures in the future. On Oct. 8, CODELCO announced that 51%
of shares in El Abra would be sold to a consortium formed by the US firm Cyprus Minerals and
Canada's LAC Minerals, with CODELCO maintaining a 49% stake in the project. CODELCO will
receive US$404 million in direct payments from the two foreign investors, who were chosen from
nine different companies and consortia that had participated in the bidding. The new partners
also promised to invest more than US$1 billion in the mine, which will begin operations by early
1998 at the latest. Once fully operational, El Abra is expected to produce about 225,000 MT per
year at a cost of about 40 to 45 cents per pound. If cost estimates are accurate, the project would
be highly profitable, even at present world prices. Notwithstanding the El Abra pilot project, the
opening of more CODELCO operations to joint ventures with private firms is likely to progress
slowly. On the one hand, CODELCO's powerful unions are adamantly opposed to any form of
privatization, including joint ventures, leading to bitter labor protests since last year (see Chronicle
05/13/93). On the other hand, President Patricio Aylwin's cabinet is split over the issue, with Mining
Minister Alejandro Hales opposed to any more joint ventures, even though he supported the El
Abra pilot project. Hales argues that since the copper deposits at the four mines presently run by
CODELCO are rapidly being depleted, if the government sells off majority stakes in CODELCO's
planned mining operations it would be tantamount to the company's eventual privatization. Still,
if the government does open more CODELCO holdings to private investors, it would likely attract
dozens of foreign firms, since private companies have demonstrated substantial interest in Chile's
vast mineral deposits in recent years. According to the government, in 1992 the 30 different foreign
companies that operate in Chile spent US$123.6 million on exploration, representing 11.9% of
the total funds that those companies spent on exploration worldwide last year. Moreover, the
government says direct foreign investment in Chile grew markedly this year, with the lion's share
invested in the mining sector. From January-August, the government reports US$1.43 billion in new
foreign investment in the country, an 82% jump over the same time period in 1992, when foreign
investments totalled US$786 million. Of this year's total investments, 44.1% was channelled into
mining operations, mostly copper, silver, and gold mines. [Sources: El Diario (Chile), 09/13/93,
10/06/93; El Mercurio (Chile), 10/06/93, 10/11/93, 10/15/93, 10/18/93; New York Times, 10/20/93;
Notimex, 08/27/93, 10/18/93, 10/27/93, 11/01/93; Agence France-Presse, 10/23/93, 10/29/93, 11/02/93]
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